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Pal a, California, Wdnesday, January 11, 2012
8:08 am - 5:30 p.m

ROBERT FISHER: Al right. WelIl, good norning,
everybody. And anot her jam packed, fun-filled day. And
as | pointed out up here, we're |aunching into neeting
day 11 of our tine together, and that neans that we've
spent over 80 hours together in the room A grow ng
nunber .

Al right. So ny regular request to the fol ks
I n the audience to please sign in, and if you want to
gi ve public comments to indicate on one of those sheets
if you're so inclined, and | have the agenda up on the
screen that was distributed. Cbviously, we need to nake
a couple of adjustnents. So we're going to pick up
where we left off on auditing and accounting, although I
think it's technically titled Audit and Accounting, and
then we'll nove into the rest of the MCS sections that
are on our list. And then as you kind of work your way
through -- we'll do public comment at the sane tine
today again at 11, quarter to 12 and then again at 5:15,
if I'"mrenmenbering what's down the page there.

And we did set aside sone tine at the end of
the day to work off -- to look at the checklist -- the

formof the checklist that Kathi and Tom sent out and it
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may be that we get to that. So if we get through
everything and we get to that, then we can do that at
the end of the day; otherwise, that wll go onto the
agenda tonorrow as was requested in terns of that
overal |l conversation of regulation guidance checkli sts.
We can do it in that discussion, and the di scussion
there was to really |ook at creating a standardized
approach, not so nuch the specifics of what's in that
checklist that went out, although I'msure we'll talk
about that. So let nme stop there, that's the plan for
the day. Anybody have any questions about the agenda or
any kind of thing on your mnd fromyesterday that you
want to bring up with the group?

Tom

THOVAS WLSON: | just want to rem nd the group
that we got down the 547 docunent from Robert, and if
you haven't reviewed that, you need to.

And, Robert, that needs to be probably first
order of business.

ROBERT FI SHER:  Tonor r ow?

THOVAS WLSON: Tonorrow norning --

ROBERT FI SHER: Ckay.

THOVAS WLSON: -- to determne if both the
format and the content has been sent out, if we're okay

with that so that then we can nove forward on what ever
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cover letter is going to go on that to get that
submtted to NI GC just as soon as possible. So if
everybody woul d pl ease | ook at that docunment this
eveni ng and be prepared to tal k about that tonorrow
And then, Robert, | know you were finishing accounting
and auditing. There is an issue that's cone up in
surveillance that if we can revisit that to get sone
clarification on an itemthat is in the regulation, so
we'd like the revisit that, if we could.

ROBERT FI SHER: And when woul d you want to do
that? You want to do that after we finish auditing and
accounting?

THOVAS WLSON: It doesn't matter or --

ROBERT FI SHER: Ckay.

THOVAS WLSON:. -- we could, you know,
whenever.

ROBERT FI SHER:  Ckay.

DANIEL LITTLE: | will request we do that
because M chael Curry m ght not be here after today.

ROBERT FI SHER: Ckay. So we have to cover it
t oday, though; right?

DANI EL LI TTLE: Yes.

ROBERT FI SHER: Ckay. Anything el se? Anybody
have anything else? Matt.

MATTHEW MORGAN: At sone point today | would
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like for us to get together to discuss, | guess,
Arizona. | don't know where in Arizona, but the next
neeting so we can figure out the logistics and naterials
and kind of at |east discuss through those details. So
whenever it's appropriate for us to break off for a
little bit, we could nmake sone tine for today, that
woul d be wonder ful .

ROBERT FI SHER: Go ahead, Robi n.

ROBIN LASH 1'd also like to ask the NIGC if
they will be able to be present by phone for part of
t hose neetings in Arizona.

DANI EL LI TTLE: Yes, we'll definitely check to

see if maybe there's a block of time or sonething or we

could schedule tine to get down there. |I'mnot -- can't
say that we could be the entire -- but perhaps a portion
of that.

ROBERT FI SHER: Ckay. Anybody have anyt hi ng
el se? Ckay. So then let's go back to where we left off
yesterday at the end of the day on 543.19, on audit and
accounting, and we were tal king about the independence
control and the inplications of internal auditors and
I ndependence.

So is there nore that we need to do with that?
O let's just check in on that. Tom

THOVAS WLSON: | have had a chance to reread
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t hrough that section, and ny previous concerns are no

| onger, in the sense that | understand now that even if
there are enpl oyees of the gam ng operation who perform
an internal audit function or an auditing function, ny
understanding is that those enpl oyees are -- or
suggested that they report independently to sone
managenent outside of the gam ng operation, so with that
understanding for nyself, |I'mokay wth how t hat wordi ng
Is in there.

ROBERT FI SHER: Kat hi ?

KATH HAMEL: But | think for clarification, on
the regul ation under (f) internal audit, nunber two.

ROBERT FISHER: |'mgetting there.

KATHI HAMEL: That reference in the parenthesis
that says, "auditors internal to the operation,” | think
shoul d be renoved. | think that's what causes
confusion. That's ny recommendati on.

ROBERT FI SHER: Ckay. Let ne just put that
down here. Do we need to talk about that, anybody el se?

Tom

THOVAS WLSON. Onh, no.

ROBERT FI SHER: Ckay. Anybody? G ve ne one
second here while I'"'mworking this thing. GCkay.

Al right. So we'll cone back to test that

| ater on. Al right. So anything nore on that, |
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guess? Sounds like we're okay with that right -- for
right now, so that would take us back to you, Rest.

REST WEST: That's what | was afraid of.

ROBERT FI SHER: Well, we are glad that you cane
back today.

THOVAS W LSON: Where did we live off with,
Rest \West.

REST WEST: Page six of seven on the internal
audi t, conparison docunents. And we got through with
the internal audit personnel heading. The next itemis
a TOGAG version that elimnated the docunentation
requi renments are included of all instances of non
cl asses of MCS and -- (inaudible).

ROBERT FI SHER: Rest, can you need to talk into
the mke, if you would. Thanks.

Wi ch page are you on now?

REST WEST: The bottom of page six, six of
seven. My question is, does the TAC think that the
TOGAG s elimnation of the docunentation requirenents --
woul d that satisfy the general requirenents for internal
audits, especially when your external auditor wants to
come in and review the internal audit process at your
facility?

KATHI HAMEL: In the regulation in -- if you

have internal audit and nunber four, it says,
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Docunent ati on, exans, checklists, programreports, et
cetera, is prepared to evidence (inaudible) all in
internal audit work and foll owup and performas it
relates to conpliance wth (inaudible) in these M CS.
And |' m sure the guidance docunent has nore detail. The
gui dance docunent J internal audit for -- it said
reports docunented not to report and nade avail abl e
pursuant to 25 USC 2706.

ROBERT FI SHER: Do you see where she is, Rest?

REST WEST: Yes.

ROBERT FI SHER: Ckay. Can you unclick there,
Kat hi ?

KATHI HAMEL: Onh, |I'mfine.

ROBERT FI SHER: Thank you. Go ahead, Rest.

REST WEST: That's -- | don't have any ot her
comments on that area.

KATH HAMEL: |[|s that enough?

REST WEST: Yes.

ROBERT FI SHER: Ckay. What's next?

REST WEST: On the | ast page under reports,
the -- is an anmendnent to | ease a m ni num cont ent
requi rements for the reports. Does the TAC think that's
adequate for guidance for gam ng operations that are not
that famliar with internal auditing in general, and

basically, | see a |lot of operations that kind of
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develop their own internal auditors that don't have a

| ot of experience in internal auditing. Sone of them
don't even have accounting degrees or any past auditing
experience so it's --

THOVAS WLSON:. Are we still on the bottom of
page 67

ROBERT FI SHER: No, we're on page seven right
here where it says "reports,"” right there where it says,
“reports.” Are you still on the bottom of page six?

THOMAS WLSON: Well, | -- | do have a question
| need to raise regarding the bottom of page six.

ROBERT FI SHER: Ckay. Well, why don't you do
that right now and then we'll nove to the -- back to the
reports.

THOVAS WLSON: In all the docunents there's a
term about material exceptions or materi al weaknesses
bei ng docunented and responded to by managenent.

There's no definition of material exception in either
TOGAG docunent. This has been an issue for us for
soneti me about what is a material exception. And it
becones very interpretational as to, you know, what a
mat eri al exception is. And normally I wouldn't have a
problemw th that as each area determ nes, well, what's
a material exception, except it does -- it does often

end up in a debate between the auditors and nmanagenent
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or managenent and the TGRA about, we think this is
material and what we don't think is material. And the
significance of that is that typically the materia
exceptions would be the things that you're requiring
managenment to both respond to and fix or correct. So
where there m ght be a requirenent to docunent al
I nstances of nonconpliance, it may be that it's the
mat eri al exceptions that nmanagenent has to do sonething
about. So I'mjust throwing out there that does there
need to be a deposition in sone form about what a
material exception is, or is it okay that that's not
defined and it's left up to everybody to determ ne and
ki nd of battle that issue out.

KATHI HAMEL: Do you see material being used in
any of the docunents?

THOVAS WLSON:. Yes. So if you go to page --

ROBERT FISHER: Is it in the regul ation?

REST WEST: Yes. Yes, it is. It's in also --
well, it's also in the proposed MCS too.

ROBERT FI SHER:  Yes.

REST WEST: And | agree with Tom it's a
subj ect of frequent conflict, | guess |'d say.

ROBERT FI SHER: So do you propose a definition
in the NNGC M CS? No?

THOMAS WLSON: Correct. Six Roman M 11;

Veritext/NJ Reporting Company
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right?

KATH HAMEL: Well, six of the regul ations
and --

THOVAS WLSON: Yes, Kathi. And then in the
gui dance docunent in several places it tal ks about the
mat eri al exceptions. So, for exanple, on page 14 of the
gui dance docunent nunber six, (inaudible) internal
auditors should verify that corrected neasures have been
put in place and effective in resolving any materi al
excepti ons.

So | just think that there's a risk there about
what is material. Now, in the accounting world, that
did end up getting defined for purposes of financial
statenents, auditing and controls, in general, as to
what woul d be considered material, not that that
definition is appropriate here because | don't think it
is. But if we went around the room and probably asked
each person what's nmaterial, | doubt we would have
necessary consensus about that.

So what |'m suggesting is does there need to be
sonething that puts a little nore paraneter around that
soit's alittle clear even in a guidance perspective
about what the intent of sonething being nateri al
actually is?

ROBERT FI SHER: Go ahead, Bri an.
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BRI AN CALLAGHAN:  And | woul d ask Tom materi al
financial audit exception, material conpliance? You
know, a MCS, you know, what degree -- how would we
parse this?

THOVAS WLSON: Well, | read the way that it's
here, is this materiality is relevant to the MCS
conpl i ance.

BRI AN CALLAGHAN: Ckay.

ROBERT FI SHER: So, Rest, how did -- in terns
of what Tomis asking, how did you -- how did the NI GC
deal wth this in your proposal, and is there a way to
address what Tom just said based on that?

REST WEST: Well, we didn't -- | don't think
the fornmer commttee dealt with it, the proposed M CS,
but | think there's sone -- probably sonething that the
TAC conmttee may want to | ook at is SAS 115, which
gi ves sone definitions of material weaknesses and
significant deficiencies. That's -- this SAS 115 is the
basis for what the CPAs prepare, generally referred to
as a nmanagenent letter, and there nay be sone good
information in there for the TAC conmmttee to take a
| ook at.

W al so have a bulletin that | can send that we
devel oped for SAS 112, 115 and 114 in regards to the

NI GC regul atory requirenment that all managenent letters
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shoul d be submtted with annual audit reports. W
continually do not receive those. |In fact, we go back,
and where we think there's probably sone nmanagenent

| etters prepared and not sent in, we actually contact
the TGRA and ask themto -- if one was submtted or
prepared and that it should be submtted.

And just for your information, | think in the
past there have been managenent letters that have been
prepared and naybe never got in -- submtted to the --
probably the general nmanagers of sonme of these
operations. Probably never nmade it over to the gam ng
comm ssion where it's very inportant that all of you
that are famliar with managenent letters and the gam ng
commi ssion becom ng aware of the deficiency reported
under managenent letters. Not only does it deal with
gam ng-rel ated conpliance issues, typical findings or
| ack of segregation of duties of payroll, fixed assets,
i nventory issues, a |lot of the non-gam ng type issues
that the CPA deens significant -- to be determned to be
ei ther significant deficiency or, even worse, a materi al
weakness.

So this kind of runs along with what Tom was
saying. Material weakness is the nost severe finding
that they can have in a nmanagenent letter, so | think

that probably needs to tone it down for the internal
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audit reports and, you know, establish a |esser standard
to be described in the internal audit reports.

ROBERT FI SHER© Go ahead, Tom

THOVAS WLSON: Wl l, that brings up a good
poi nt here that perhaps the term"mterial weaknesses"
for purposes of MCS auditing is an inappropriate term
because | -- that's just sort of a borrowed termthat
real |l y does have very specific neanings in financial
auditing and even in conpliance auditing. And so when |
see that term"material weakness," | | ook at that nuch
differently than | woul d ot her things.

And many of the exceptions that | would run
across in a MCS conpliance audit would not raise to the
| evel of a material weakness, but | could see very
easily where sonebody who has no understandi ng of that
term nol ogy coul d consider sonething to be material but
it's not. And lacking a definition, perhaps really ny
recommendation, then, is that that termnot apply or be
used in the context of MCS, you know, the annual MCS
conpliance auditing, that it really is not appropriate
I n that context.

ROBERT FI SHER: So what would you like to --
how woul d you like to proceed with this? So you raised
sone questions about what's in here, whether there needs

to be nore definition or howthe terns are used, so what
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woul d you |ike to do?

THOVAS WLSON. Well, | think innmy mnd, it's
an issue of if these conpliance audits are conducted,
the question that cones to mnd is, does managenent have
to respond to all findings? And if they do, then that's
fine and that's what it -- where it should be left in ny
opi nion and not segregated out to -- in the current
class three world, there's the requirenent that you have
to docunent all instances of nonconpliance, but
managenment really only has to respond to nateri al
fi ndi ngs.

What |'m suggesting, | guess, is that if
there's a finding, there's a finding and managenent
responds to that, because if the idea in the MCS
conpliance audit is that you've identified sonething
that raises to the I evel of being a finding, then that
shoul d be worthy of managenent's response. And the
issue really for the auditor is, do they determ ne that
sonething is, in fact, relegated to the | evel of a
finding?

So, for exanple, you may have an instance of
nonconpl i ance, but you have one instance of
nonconpl i ance out of an audit popul ation of 2,000
transactions, nyself as an auditor, | would not consider

that to be a finding. And so | just think that if that

Veritext/NJ Reporting Company
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| evel of discretion exists and we don't say that

mat eri al weaknesses, use that term and we all ow t he
auditor to determ ne whether sonething is a
nonconpl i ance i ssue or not, that that's probably
appropriate and those things that are identified as
nonconpl i ance i ssues have to be addressed by managenent,
woul d be ny suggestion of how the audit work shoul d be
appr oached.

ROBERT FI SHER: So do we need to do anything in
the regul ation or the guidance? And so let's goto Ma
and then cone back to you for that.

M A TAHDOOAHNI PPAH: | just think that it
shoul d be up to each commi ssion to determ ne how -- you
know, into what that you define. |In our operation, we
respond to every finding. So -- and then we determ ne
what, you know, is material and what's not. And it says
that too I think in here. It says that the nmanagenent
and the TGRA to determine a definition for materi al
excepti ons.

THOVAS W LSON: Were?

ROBERT FI SHER: Under gui dance, bottom of page
13, @Guidance. If I'mlooking in the sane spot you were.
Yeah.

THOVAS WLSON: Five?

ROBERT FI SHER: Five, yeah, nunber five under
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internal audit, first little --

THOVAS WLSON. So | think my issue is that in
the regulation it uses the term"material” w thout a
definition. And | don't know that the regulation, if it
stands as that, supports the gui dance docunent t hat
says, you know, that the TGRA and nanagenent determ ne
what is material. M question to Rest would be, in the
Nl GC -- putting the guidance docunent aside, if in the
regulation is the termthat, you know, the nmateri al
itens have to be responded to by nanagenent, and you're
coming in to review, you know, the audits that are being
done on MCS -- you know, the annual M CS conpli ance,
how woul d you interpret the regulation to apply, then,
to the facility and the TGRA have determned is materi al
or not and would you all take exception based on the
regulation if you disagreed with what the TGRA and the
oper at or have decided as materi al .

REST WEST: That woul d be a source of
di sagreenent. | nean, we both have to -- you know,
everybody has to be very subjective as to what is
materi al and what shoul d have been reported. So | think
it's a cause of a lot of conflict. ©Ch, and in the
requi renents, the CPA requirenents for the AUP, they're
required to report -- all instances of nonconpliance are

required to be reported in the CPA s agreed-upon
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procedures. So they are required for any nonconpliance
findi ng.

THOVAS WLSON. So | guess what | woul d propose
at this point is that in the regulation the reference to
mat eri al exceptions -- | lost it.

ROBERT FI SHER: Ri ght here?

THOVAS W LSON:  Yes.

ROBERT FI SHER:  Uh- huh.

THOMAS WLSON: You know, again, we're carving
out material exceptions have to be resolved w thout
defining material exceptions, and | think that's
problematic in a regul ati on when you use a termt hat
isn't defined anywhere else. So borrowing a definition
of what a material exception is that has to be resol ved
by managenent, | personally think that that is not
sonmet hing that should be in the regulation. And that
perhaps in the regulation is that all audit findings
are, you know, instances of nonconpliance. It may, in
fact, even say that further up, have to be reported but
not address the fact about whether it's material or not
to determ ne whet her sonething has to be done about it.

KATHI HAMEL: Does seven say that, Tonf

THOVAS WLSON:. Yes. | nean, in ny mnd, siX
can go away conpletely, and seven identifies that

internal audit findings are reported to nmanagenent,
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responded to by managenent. That's what we're -- it
seens to ne that's what anybody woul d be after if
they're looking at that. And forget the materiality,
because personally I'mtired of having that argunent
wi t h managenent about what's material and what's not.
And we, |ike you, have cone up with a neans to define

what's material, but that works only until we have

sonebody else come in to | ook at that and say, well, we
think -- so for exanple, the CPA firmcones in and says,
wel |, you know, we use a different standard for

determ ning what's material or not.

So it just seens to ne that it would be better
served that we don't | ose anything by taking it out of
the regulation. And then | think if the TGRA wants to
come up with and state sonething that only materi al
itens need to be, you know, dealt with a certain way,
then certainly (inaudible).

ROBERT FI SHER: COkay. So your suggestion is to
delete this section; right?

THOVAS W LSON:  Yes.

ROBERT FI SHER: Ckay. So do you want ne to
just capture it, then? Do you want to test it now, or
do you want to just capture it down here and cone back
to it?

THOVAS W LSON: | don't know.
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ROBERT FI SHER: All right.

THOVAS WLSON:. |I'mready to test it.
M A TAHDOOAHNI PPAH: | think it's best if we
are -- kind of that goes back (inaudible).

ROBERT FI SHER: Back and forth. Yeah, all
right. So why don't we just test that right now, as
soon as | find it again. So if you support deleting
that -- do you want to talk about it first, Kathi?

KATH HAMEL: Yeah.

ROBERT FI SHER: Yeah? o ahead.

KATHI HAMEL: | just have a question. W know
that we need to tal k about exceptions, and we -- you're
absolutely right. You can find themat the proper
| evel, right, through your relationship with the TGRA in
the operation. So renoving it, does it just need to
have nore clarification that is defined and revi ewed by
the TGRA and the operation and not just renove it?
Because | think it's inportant that there be sonething
I n the gui dance docunent that tal ks about materi al
exceptions; do you think not?

ROBERT FI SHER: Rest, go ahead.

REST WEST: Well, | think there's going to be
sone -- maybe a conflict with seven, because if it's a
bl anket statenent of internal audit findings are

reported to managenent, does that nean only the materi al
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exceptions or every finding? | nean, that is an

I nterpretation issue right there. Because the six talks
about the investigation of docunentation and

I nvestigation requirenents. So is there -- and | can
tell you what we do in our audits. W have a draft
report, and if there's -- you know, we've |ooked at
1,000 jackpots, and there's two that don't have a --
have a m ssing signature, the auditor will say, due to
the i nfrequency of the, you know, the occurrence, it's
like less than 1 percent, the auditor recommends it not
be carried forward to the final report. So we've got
two statenents there. W've got like a draft report and
a final report where the findings are actually in that
for someone fromthe ASE to review, especially not your

| ar ger operations where you have a head internal auditor
or several internal auditors working for that firm So
that's how we handle -- that we report the findings, but
we don't necessarily carry forward to the report.

ROBERT FI SHER: Go ahead, Kathi.

KATHI HAMEL: At Lytton our internal audit
process is that the entire audit is explained in the
managenment report and in our discussions with our
(inaudible). Al the findings, what was tested, if
there were exceptions or not, so | think that's

| mportant because that's the whol e docunentation, that's
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t he whol e support of what went on in the audit. And if
only the exceptions were reported, that's -- | don't
think that is a full reporting of the events. So but |
think that there is -- that there needs to be sonething
in regulation that tal ks about material exception and
what is managenent and internal audit going to do about
it. But | agree having it vague, so maybe there needs
to be a definition and a process established for a
control to deal with it.

BRI AN CALLAGHAN: | think we need to nmake a
di fference, too, between -- because, Kathi, | think you
were tal king about your external auditors comng in and
I ssuing a report.

KATHI HAMEL: Right.

BRI AN CALLAGHAN: Generally, you're nost |ikely
going to see auditor representatives tribal counsel be
nore alert to those that possibly what's going on in an
internal audit function. | also believe for that reason
that if you do need to parse that in between the
materi al exceptions and if we need to define it, we
define it as best we can, and other audit findings --
because typically other audit findings are, we'll read
and sign, sonething like that, we really need to be
concer ned.

What | |ike about this, ultimtely, though, is
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ny vision of it is, you take it to the ownership
representation, just like a corporation, and its board
of directors or sonething like that. So ultinmately, to
me, even fromthe -- | would respectfully expect the

Nl GC consideration is that would any of those standards
have been taken to the auditor representation, which is
the tribe, which is the tribal council, then that's the
best that you can do internally or froma nmanagenent
perspective or internal audit perspective or TGRA
perspective, and then that's sonething froma governnent
perspective that you've got (inaudible) with. But from
an internal audit perspective, let's define as best we
can the guidance, what a material finding is, but I
still think we need to parse it in those two narrow

(i naudi bl e).

THOVAS WLSON: The nunber seven says interna
audit findings are reported to managenent. Fi ndings
aren't always negative. | nean, in other words, in ny
m nd, to answer your question, nunber seven neans that
everything is reported to managenent relating to that
audi t, good, bad, indifferent, what you're doing right,
what you're doing wong, you know, in that audit
appr oach.

And in response, Brian, to your question, just

so | understand, are you saying that it's inportant to
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be able to delineate certain types of exceptions because
they rise to the |evel that the managenent or the tribal
counci |, whonever, that if there's things they woul d
need to know, those are the things that they absolutely
need to know versus other things?

BRI AN CALLAGHAN. And | think we agreed that a
(i naudi bl e) finding could include |egal qualifications,
that's definitely going to get counsel's attention to
sonmet hing like that.

THOMAS WLSON: Well, and that's where | get
back to the -- when we use that term It has very
specific neanings and it, in fact, yes, could. Because
you could have in the auditing world from an externa
standpoint, a significant nunber of material weaknesses
In your MCS controls, could lead to a finding, you
know, not finding sufficiency in the financial
statenents.

I mean, that could happen, but that's where |
get to this term "material weakness," really is
defined, and unless you adopt the definition that exists
currently as to what is material fromthat standpoint,
you could end up being out of sync. And your external
auditors cone in. They determ ne that sonething was
material that the internal auditors determ ned naybe was

not naterial based on whatever definition the TGRA has
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cone up with internally.
So I know we're comng full circle on this
thing, but | just get back to that if it's going to be

in there, then it's going to have to be defined or it's
going to have to reference sone other authoritative
definition that already exists as to what nateri al
weakness i s.

BRI AN CALLAGHAN: A real quick Google, I can
see where the Departnent of Interior, when a tribe is
| ooki ng for self-governance, would be denied based on a
material finding. So apparently there is sone |eading
definition towards that.

ROBERT FI SHER. COkay. So what would you like
to do?

THOVAS WLSON: Well, | don't know If 15 is
t he answer, you know, it's fine. Al | can say is that
If it's going to stay inas it is there --

ROBERT FI SHER: Ri ght.

THOVAS WLSON: -- it's got to be defined.

ROBERT FI SHER:  Kat hi .

KATHI HAMEL: What about pulling out sone of
the | anguage that's in the gui dance docunent and make
that part of the regulation, that nmaterial exceptions
are defined by the TGRA and internal audit and that

there is a process for investigation and resol ution.
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THOVAS WLSON: Yes and no.

KATH HAMEL: kay.

THOVAS WLSON:. The yes is that, yes, the no is
that -- well, let me put it this way, | would think that
there needs to be then a third conponent to that
definition. It's not just between the TGRA and the
operation, the operators. But | think that on that
| ssue, that definition you would want to be in sync with
your public accounting firmas well because they're
going to cone in and do -- part of their requirenent is
they have to do a certain extent of these MCS
conpliance audits to gain their satisfaction for their
opi ni on.

So they're going to rely on their standards as
to what materiality is regardl ess of what the TGRA and
the operators have cone to a conclusion on, because
that's what they have to use. So | would suggest, then,
if that statenent is in there, that a third party,
meani ng that the -- whoever your public accounting firm
Is, is at least involved in the conversation of -- about
what maybe is material or not, because we al so get the
I ssue of, you know, sone people may be qualified to
determne materiality in the way that it's determ ned
el sewhere and ot her people may not.

And the risk that you run, as Brian pointed out
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Is that, you get it wong. Your public accounting firm
cones in, does their external audit, and they apply a
different standard than you've applied. And the reality
Is, their audited financial statenents carry nore wei ght
than the internal audit or TGRA's standard that may be
applied to that same thing, and so they're going to
trunp just by virtue of the opinion that they have to

| ssue whatever the local definition is, you know, for

| ack of a better term m ght be.

So | just think there are sone areas where
you -- we deferred already to GAAP, and if we're
deferring to GAP, then | would think that this
definition of materiality should fall along the sane
lines of what is used in GAAP, what's likely is SAS 115
or sonething like that. |It's just an area that could
have very negative sequences if you get it wong.

ROBERT FI SHER: Ckay. So while you were
talking | kind of snuck that in to see if that would do
it. Do you want to reference GAAP in there?

M A TAHDOOAHNI PPAH: It kind of already is in
the earlier section, but, Tom | kind of disagree
because - -

ROBERT FI SHER: M a, your m ke.

M A TAHDOOAHNI PPAH:  On. | kind of disagree,

you know, what if you change a piece of paper and you
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just can't be prepared for everybody's different
I nterpretation.

THOMAS WLSON: Well, and that's saying there
is a different interpretation. You know, in your public
accounting firns this is a defined neaning. So materi al
exception, nmaterial weakness is defined, and universally
in the U S. everybody uses public accounting firns. All
foll ow that sanme guidance as to what it is. For that
same reason -- because firnms change all the tinme and you
don't want to have one firm have one interpretation,
another firmhave a different, because your financi al
statenents could swing in terns of that.

So that's why there's a standard definition
about what is a material weakness, how nmany nateri al
weaknesses becone a significant deficiency and these
sort of things, soit's a well-defined process in the
public accounting world. And that's where |'m saying,
you know, does an individual paper want to buck all of
that definition that already exists out there.

And, granted, nost of the definition of
mat eri al weakness centers around what inpacts sonething
we have on the financial statenents. So if that control
broke, what inpact would it have on the financi al
statenments? It's only material if it's going to have a

certain level of inpact on the financial statenents, but
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a nunber of what we would call nonmaterial weaknesses
conbi ned coul d becone a material weakness in --

conbi ned, that you have a nunber of controls that are
not functioning as designed, and in totality -- well,
each control by itself is not material. |In totality,

all of those controls together rise to the occasion of a
mat eri al weakness. So | just enphasized again that this
termis one termthat has very specific nmeaning in the
world, and | don't know that you want to adopt sonething
ot her than what the generally accepted neani ng of

mat eri al weakness is in the accounting worl d.

M A TAHDOOAHNI PPAH.  On page six, at conflicts
and standard, it says that the -- describes, you know,
whet her you use GAAP or FASB, you choose those standards
and then when there's a conflict, the external standards
prevail .

REST WEST: That's on the AUP section. | nean
t he annual audits. That's what | call AUP.

KATH HAMEL: |It's also in the regul ation.

THOVAS WLSON: | would point out, when you say
I ncorporated external standards, | nean, | don't know
that it's inplicitly clear, though, that in TGRA,
because that inplies then that if you' ve adopted the
external standards, that rule applies, but if you

haven't adopted that, then that rule woul dn't apply.
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And | guess it's just this thing, that if we're
goi ng to use GAAP, then we either use GAAP or we don't
when it cones to these kind of things. And again, [|'l
just say that | think there are sone areas where if
you' re adopting GAAP, from nmy perspective, you're
i nherently adopting these definitions that are used in
GAP and used to determ ne conpliance fromthat
st andpoi nt .

Now, that's how |l interpret it and that's how
we interpret it at our tribe that we follow the
definition in GAAP when it cones to these kinds of
| ssues, as to what is material and not because
managenent easily agrees to that because they're held to
that standard on the financial audit side anyhow. But,
you know, if | were to cone up with a different
definition of materiality as to TGRA that would be in
conflict with GAAP, | would probably be doing a
di sservice in terns of getting out of sync with what ny
external auditors are opining on internally and what we
shoul d be opining on internally.

ROBERT FI SHER: So, Tom does this get at what
you're saying, or is there sone other way to express?
(I'ndi cati ng on overhead display.)

THOMAS WLSON: Well, | think that if the

external auditors are involved in that conversation that
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you're going to end up -- yes. | nean, | can't

envision, If | had a conversation with our externa
auditors, that they're going to tell ne anything
different than as long as your definition agrees with
this, then, yes, we're fine with it. | nean, | just
don't envision a situation where they would give advice
that the termshould be defined any differently than how
it's currently defined.

ROBIN LASH. | was just nmaking the comment, |
don't really think that nmanagenent should be involved in
comng up with this definition because that was Tom s
Issue in the first place, that he and nmanagenent al ways
are arguing about what's material. Perhaps it should be
that just the TGRA and the external auditors com ng up
wth a definition of what's materi al.

MATTHEW MORGAN:  You say you want it defined by
TGRA, but do you still want managenent to be involved in
t he conversation?

ROBERT FI SHER: So |ike that, you nean?

M A TAHDOOAHNI PPAH.  What if you said sonething
i ke material exceptions are defined by TGRA and in |ine
with the particular accounting standards adopted and
I nvestigated and resolved with results docunented?

ROBERT FI SHER:© COkay. Hold on.

THOVAS WLSON: Well, just to answer the

Veritext/NJ Reporting Company

800-227-8440 973-410-4040




© 00 N oo o b~ wWw N P

N N N N N N P B P PR R R R
a A W N BB O © 00O N O 00~ W N ., O

Page 34

guesti on on the managenent piece, | never have issue
with consulting managenent in getting their opinion on
sonething. But if the regulation is worded as such that
managenent believes that they have an equal vote, then
that's a probl em

MATTHEW MORGAN: | woul d not advocate -- |
mean, whether they're equal or not, | guess, depends on
how your | ocal relationship works, but | would have an
I ssue with regul ators, you know, naking decisions in a
vacuum Just like you want to talk to your external
auditors, | would think you want to talk to your
operations folks to make sure they're on board and
everything (inaudible) it seens to be, you know, a
di scussion that needs -- that all parties at the table.

Now, who has that ultinmate deci sion-naking
authority, you know, it really rests with the tribes and
whoever they define as the decision-maker in this
process. But | do believe it's inportant that we do --
If within the gui dance docunents we do nmake sure that
managenent has a role in this discussion sonewhere.

ROBERT FI SHER: Ckay. So we have actually two
formul ati ons here. The first one, that incorporates
what M a suggested, and this one has consultation with
managenent and the external public accounting firms.

So we'll go to Leo and then Kathi .
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Vel cone, Leo.

LEO CULLOO. Thank you. | believe managenent
shoul d have sone role in this as far as defining
mat eri al exceptions, what is consultation, |ike that,
because we have to respond to these naterial exceptions.
So it's really inportant to know the process and what
basis you're using to define what a material exception
Is. And |'ve seen cases where, in operations, really
accounting staff is nmuch nore know edgeabl e than the
TGRA. So | think managenent shoul d al ways at | east have
arole as a consultant wwth TGRA in defining what a
materi al exception is.

ROBERT FI SHER: Ckay. Kathi .

KATHI HAMEL: | also think managenent nmay know
what the other conpensated controls are that would then
determne that it wasn't even a material exception. So
| think it's real inportant that managenent be invol ved
in the definition.

ROBERT FI SHER: Ckay. So we have two
formul ati ons here. You could conbine themor you can
consi der them separately. So you could take that and
put that right here, or you can --

M A TAHDOOAHNI PPAH: (I naudi ble) to what we're
sayi ng.

ROBERT FI SHER® Well, so what woul d you do?
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M A TAHDOOAHNI PPAH: | don't know. | don't
think they're any better than what's in here, in ny
honest opi ni on.

THOMAS WLSON: From ny perspective, |
personally |ike nunber two because it still defines the
TGRA as the ultimate decider of that. It includes
consul tation with managenent, the external auditors to
come to that definition, and then addresses that if
there's a process in place that all material exceptions
be investigated and resolved with results docunent ed.
So nunmber two works for ne, personally.

ROBERT FI SHER: So what we set out to do was to
figure out a way to capture in sone way how materi al
exceptions are defined and whether we put in a specific
definition, or we tal ked about a specific -- the
possibility of a specific definition and we tal ked about
bringi ng the piece of the guidance over into the
regulation, which is that it's defined by the TGRA
that's how we got to the -- in essence, both of these
formul ati ons.

So, Ma, what's the concern that you have that
we're not getting at?

(No audi bl e response.)

Ckay. So anybody have any ot her questions or

comrents on this? So do you want to test it? Yes? So
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just to be -- let's go back and deal with this as one
and two. So what's your preference, do you want to test
nunber one first or nunber two?

DANI EL MCGHEE: Two.

ROBERT FI SHER: Nunber two? Two?

Ckay. So if you support making this change to
what | believe is (f)(6), substituting the | anguage
that's highlighted above for (f)(6), raise your hand.

kay. So that didn't get everybody. So if
you're willing to stand aside with respect to this,
rai se your hand.

JASON RAMOS: |1'mgoing to stand asi de.

ROBERT FI SHER: Ckay. So that neans it's good.
W're there. Gkay. So just bear with me while | -- so
what's the other one, what were you goi ng do say, Kathi?

KATH HAMEL: Because we've changed - -
potentially changed the regul ati on, the gui dance
docunent will need sone revi ew because the gui dance
docunent says the internal auditors should coordinate
w th managenent and TGRA to determine if that's a
definition of material exception for (inaudible). And
we didn't include internal audit in the regul ations.

ROBERT FI SHER: Ckay. Well, that took us a
while. It was good work. W found a resolution. Does

anybody have any exceptions? That's kind of an
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accounting j oke.

REST WEST: Material exception or --

ROBERT FISHER: | don't know. That's what |
was goi ng to check.

kay, Rest, back to you.

REST WEST: Since the TGAG proposes (i naudi bl e)
general content requirenents for the reports, does
that -- does the commttee feel |ike that provides
enough gui dance?

ROBERT FI SHER: Ch, you're right here on page
seven; right?

REST WEST: Yeah.

ROBERT FI SHER: There, yeah.

REST WEST: Under report.

ROBERT FlI SHER:  Yes.

REST WEST: To those performng the audits
I ncrease the risk, which the (inaudible) so basically
that's what ny question is.

ROBERT FI SHER: The question is, does it
I ncrease the risk because they del eted the report
requirenent.

REST WEST: The contents of the reports.

ROBERT FI SHER: Contents of the reports. And
are you | ooking for sonething other than a yes or no?

REST WEST: Anyt hi ng.
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ROBERT FI SHER  Anything. Kathi?

KATH HAMEL: | think this is the area that |
tal ked about earlier this norning in the guidance
docunent, and | sawthis and | can't find it. That it
has to be prepared -- I'msorry. The reports
docunenting audit reports are nmaintai ned and nade
avail able to the comm ssion. Pursuant to 25 USC.

ROBERT FI SHER: \What are you referencing?

KATHI HAMEL: Gui dance docunent on internal
audit foir.

ROBERT FI SHER: Internal audit four, which
woul d be page --

KATHI HAMEL: Page 13 on the bottom

ROBERT FI SHER: Page 13. Do you see where she
s, Rest?

REST WEST: Yes.

ROBERT FI SHER:  Ckay.

KATH HAMEL: And that's IGRA; right?

ROBERT FI SHER: That statute reference there is
| GRA; right, that's what your saying?

ROBERT FI SHER: Go ahead, Rest.

REST WEST: Counsel is researching that site.

ROBERT FI SHER: Ckay. So you want to take a
pause for a nonent?

REST WEST: | nmean, there's standard i nternal
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audit literature for what (inaudible) internal auditor
what shoul d be contained in the report. There's a |ot
of literature in -- out there is what should be
contained in the reports.

ROBERT FI SHER: You didn't hear what he said,
Kathi? He said there's a lot of literature that
expl ai ns what should be contained in the reports
including in the -- what was the reference to this
document ?

REST WEST: It appears to ne that this site,
this relates to the commssion's ability to go in and
| ook at accounting reports and that they may be
avail able. It doesn't provide any indication what
shoul d be contained in the internal audit reports.

ROBERT FI SHER® Wyuld it be hel pful for nme to

pul | up that section on the screen?

kay. |I'mgoing to your Wb site. Gay. Wat

are we | ooking at?

REST WEST: 2706(b).

ROBERT FI SHER: 2706(b) starts right there.
through 4. 1 through 4, so it's -- | can't get it any
better.

Tom

THOVAS WLSON: Wen we tal k about report

contents and the NI GC concern, if | understand it, 1Is

1
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t hat not having that guidance increases the risk that
the reports wll be | ess consistent, |ess uniform and
| ess nmeaningful to the users. That's only applicable
fromtribe to tribe.

| nmean, obviously whatever the report | ooks
like within one tribe works for them but froma federal
standpoint, what | hear you saying is that | need to
have all of those reports simlar and | ook alike,
because, renmenber, that | as a tribe, | don't care what
Kathi's reports look like. It's nmeaningless to nme. |'m
concerned what ny reports | ook |ike and what they
contain in that.

So froman N GC perspective, it appears that
the concern is that you nay have issue with the fact
that reports look different and contain different things
potentially fromone tribe to another, and that sort of
gets to the heart of the whole sovereignty thing that,
wel |, you know, ny records contain this type of
Information and this is where we get into trouble
wth -- wthout adopting standards because -- 1'll give
you a very real work exanpl e.

My tribe operates according to Institute of
I nternal Auditors standards for conducting their audits.
The state of Arizona does not. In fact, they have

adopted no auditing standards. The issue that we run
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into frequently is that | take exception with their way
of auditing because they don't foll ow any standards

and -- but it's their audit and, you know, they're
allowed to do however they audit to see fit.

So | guess the point that I'mtrying to make is
that, if -- when you try to define that certain things
need to be contained in an audit w thout adopting
standards, then you're really not -- you're sort of
doing a di sservice, because unless you' ve adopted the
standards, there is no requirenent that reports have to
| ook a certain way, that they have to contain certain
I nformation, whatnot, and | think that's why in the MCS
it is always said that, you know, it's a good idea to
adopt the | A standards or some simlar standards but
It's not required.

So again, | get concerned that the issue that's
raised by the NNGC is really an issue for you guys in
terms of going fromtribe to tribe. There nay not be
consistency in the way the reports are put together or
the elenents of the report, what they contain, but that
may not necessarily be relevant within a tribe. So |
don't know if I'm understandi ng the concern, you know,
the way | have explained it or not.

DANI EL LITTLE: Tom | don't see that as us

asking for reports to look alike. It's just m ninum
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content requirenents, that's -- how you put those
together is -- we're not asking for a defined report
requi renent the way they look. It's just content is the

qguestion that Rest is raising.

REST WEST: And maybe in the gui dance we coul d
just say that the standards -- it's recommended in the
standards, the | A standards for the audit reports,
the -- it's recoomended that they review those or follow
t hose or whatever, sonething that provides sone gui dance
to the internal audit departnents out there that may not
even be famliar with I A but are out there trying to do
internal audits, and it's the basic things Iike the
scopes, the objectives, and findings, the nmanagenent
responses, whatever | A recommends be included in the
reports.

ROBERT FI SHER: Kat hi .

KATH HAMEL: The gui dance docunent (1),

i nternal audit, page 13 of 15.

ROBERT FlI SHER:  Yes.

KATH HAMEL: Nunber one says, "Best practice
suggests the internal audit function be perfornmed in
accordance with the professional practices for any work
established by the Institute of Internal Auditors."

Does that neet the objective?

ROBERT FI SHER: Does that get at what you were
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sayi ng, Rest?

REST WEST: Yes.

ROBERT FI SHER: Ckay. Wat's next?

REST WEST: Next is the nunber three of the
fours in annual audits. Section three, annual audits.
It's a 10-page docunment. And a little background on
this: This has al ways been covered under the --

i ncluded in the 542 or 543, if you wll, sections of the
M CS. Basically, normally known as CPA testing,
commonly referred to as the AUP reports or agreed-upon
procedures. And this is another area that was noved
over to this new TGAG section called, "what are the

m nimuminternal codes for audit and accounting?

Personally | don't think it belongs here, but |
think I already comented on that. One thing we tal ked
about earlier I think in either Rapid Gty or
(i naudi ble) was, the title of the new section is called
"annual audits,"” it's very confusing. It could be
confusing to soneone who is not experienced to nean that
It indicates the external audit, CPA audits that are
required on the financial statenments. O course, if you
| ook at the body of the proposal, it doesn't speak to
that, but it's a confusing title to ne.

ROBERT FI SHER: Do you have a suggestion for

what woul d speak to you better than annual audits?
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REST WEST: CPA testing or AUP as well -- not
AUP, but maybe the original title, CPA testing.

ROBERT FI SHER: CPA testing, okay. So you want
themto respond back on the title?

REST WEST: Just general. Maybe why it was
pulled into the section, again, for those of us -- those
I n the audi ence, and Leo was not here yesterday. W
want to understand the reasoning.

ROBERT FI SHER: COkay. So Rest's request is for
an expl anation of how this section was pulled into the
audit and accounting section and if there's any feedback
on what he said with respect to the title.

KATHI HAMEL: Yesterday, |'msorry.

ROBERT FI SHER: That's the wong order. That's
okay, though. Go ahead. Because we knew that you were
going to actually be the one that was going to explain
it.

KATHI HAMEL: |I'mtrying to renenber what |
sai d yesterday, so forgive ne.

ROBERT FI SHER: We coul d ask Deni se.

KATH HAMEL: The TGMG identified all of the
sections throughout the proposed regulations that had to
do with accounting, used to be called revenue audit,
internal audits and external audits, and whether the

external auditors are perform ng agreed-upon procedures
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or MCS conpliance audits. W felt all of those
functions were related in sone fashi on, and our
suggestion was to pull the agreed-upon procedures in the
CPA audit out of the 5433 into this new section. Qur
experi ences have been that CPA audits -- or agreed-upon
procedures audit, inevitably start in accounting. They
don't start -- that's just the foundation -- or with
internal audits, so that's why we suggested pulling

t hose pi eces out of 543.3.

ROBERT FI SHER: Do you have any comrents with
respect to the title?

KATH HAMEL: No. Personally, it could be
annual processes. |It's not all CPA, so just saying CPA
audits may be too narrow. So it tal ks about the
reporting that's required for financial audits and
subm ssion to the NNGC. So it could say annually, |
mean, | don't think that's as inportant as to contents
of the section.

ROBERT FI SHER: Ckay. That would bring it back
to you, Rest.

REST WEST: Well, | think "audits" is probably
a bad term The proposed TGAG standards describe it as
an assessnent of whether the gam ng operation as applied
for the MCS, TICS and/or the SICS. Audits normally

result in the CPA rendering an opinion on whatever
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they're auditing, generally rendering an opinion on the
fairness and the accuracy of the financial statenents.
So I think the guidance docunents also indicate that the
CPA is actually perform ng an assessnent, they're not
doing an audit, so it's kind of a term nology thing, and
all this work is done by the CPA

I don't know why it's deened as originating in
t he accounting departnent because the CPA cones in and
does their own agreed-upon procedures and engagenents
and then issues their report based on their processes.

ROBERT FI SHER: Ckay. Well, what's next on

your list?

REST WEST: | spoke to ny comments on the top
of page ni ne under "managenent know edge," | ki nd of
find it interesting that we would need to -- or

I ndi cati ng standards that nanagenent or sone conpliance
step that suggests that nanagenent should have a basic
under st andi ng of the procedures of the CPA shoul d be
performng in the engagenent -- |I'mreading fromthe
gui dance now.

ROBERT FI SHER: \Were, which page?

REST WEST: Page 14 of the gui dance.

ROBERT FI SHER:  Ckay.

REST WEST: It's kind of surprising to ne that

that type of -- you know, if you don't have a -- if
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